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May I begin by saying how much pleasure it gives 
me that this year’s Annual Meeting is being held in 
Vienna. For me, personally, our presence here brings 
back memories of quite a long time ago—of the time 
of the League of Nations Reconstruction Scheme for 
Austria after the First World War. In the summer 
of 1925 I served as one of the secretaries to Mr. Walter 
Layton (now Lord Layton) and the late Professor 
Charles Rist, who had been asked by the League 
Council to report on the economic position of Austria. 
These two experts came to the conclusion that Austria 
was economically viable; but when they made their 
report at the League of Nations Headquarters in Geneva 
there were those who thought that they had been too 
optimistic and dubbed them, after a vaudeville show 
then running in London, “the co-optimists.” This time, 
however, the optimists proved right. Whatever the 
vicissitudes through which this country has had to pass, 
it has undoubtedly established itself as a proud and 
independent nation, thanks to the fortitude, resilience, 
and vitality of its people: qualities as deeply rooted in 
them as those of charm and good humor, which are 
perhaps more readily apparent. 

A year ago, when our Annual Meeting was held in 
Washington, 68 countries were members of the Inter- 
national Monetary Fund. Today we have 73 members. 
Thus, in the last twelve months 5 new members have 
joined the Fund—Laos, Nepal, New Zealand, Nigeria, 
and Portugal. A number of other countries have applied 
for membership, and it is expected that several will be 
able to sign the Articles of Agreement in the next few 
months. The increase and expected increase in member- 
ship reflect the emergence in recent years of many new 
countries, particularly in Africa, all of which we shall 
be glad to welcome as members of the Fund; but I think 
it also indicates a growing appreciation of the usefulness 
of the Fund as a center for consultation and as an 
institution capable of rendering valuable service to all 
its members. I would think that the usefulness of the 
Fund has been made even more evident by the intense 
activity in the year since our last Annual Meeting. 
In this year, not only have the financial operations of 
the Fund been larger than in any other year of the 
Fund’s history, but there has also been very considerable 
activity in other ways. 

It might be of some interest to examine the develop- 
ments of this last year against the background of the 
situation at the end of 1959 and early in 1960. Many 


countries were, of course, faced with difficulties, but 
world economic activity was generally at a high level 
and showed signs of increasing. The adoption of 
external convertibility by a number of European coun- 
tries at the end of 1958 had clearly been successful, 
and there had been an almost all-round increase in their 
gold and foreign exchange reserves. The rise in the 
general price level had been much less accentuated 
during 1958 and 1959, holding out the hope that the 
postwar inflation had at last been contained. 

The improyement in the monetary position was under- 
lined by the acceptance early this year of the formal 
convertibility of their currencies, under Article VIII of 
the Fund Agreement, by 11 countries: Belgium, France, 
the Federal Republic of Germany, Ireland, Italy, Lux- 
embourg, the Netherlands, Peru, Saudi Arabia, Sweden, 
and the United Kingdom. This was greatly to be 
welcomed, and brought the total number of countries 
which have accepted the obligations of Article VIII 
to 21. It is also satisfactory that we have now started 
regular consultations with Article VIII countries in 
accordance with the view expressed by the Executive 
Directors in their decision of June 1 last year. 


New World Problems 


The growing freedom for the international movement 
of funds, as a result of the increased convertibility of 
currencies, and the greater stability of prices—so wel- 
come in themselves—have, however, created new prob- 
lems which the world has not had to face since the 
start of the Second World War. Some of these problems 
were discussed at our last Annual Meeting, others have 
developed since that time. I believe that much of the 
disquietude that arose in this new situation was not 
really justified, but while it lasted it certainly exerted a 
disturbing influence. In the United States, mainly under 
the impact of a change in inventories once prices had 
become more stable, industrial production declined after 
the spring of 1960 and unemployment increased to the 
highest percentage since the end of the War. In the 
spring of this year, however, business activity began to 
recover, so that the setback proved to have been of 
short duration. Even so, it was not without influence 
on the international monetary situation. As was natural 
in a period of recession, interest rates in the United 
States declined; and with boom conditions and fairly 
high interest rates ruling in most European countries, 
it was to be expected that there would be an outflow 
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of funds from the United States. This outward move- 
ment coincided with growing misgivings about the 
competitive power of the U.S. economy, and also with 
some apprehensions connected with the election. A tem- 
porary flight from currencies into gold led to a steep 
rise in the price of gold in London, which in turn 
intensified these fears and gave an impetus to fresh 
rumors and speculations. All this occurred at a time 
when there was a remarkable and continuing improve- 
ment in the basic position of the U.S. balance of pay- 
ments. Imports were tending to fall as a result of the 
decline in business activity, but exports had risen sub- 
stantially, and there was a trade surplus of more than 
$4.5 billion for the whole of 1960. Together with the 
net income from investments and services, the United 
States had available some $6 billion to meet govern- 
ment expenditure abroad, including military expenditure 
and official assistance of all kinds. Thus the only uncov- 
ered foreign payments were of a capital nature—private 
long-term investments abroad and the outflow of short- 
term funds. Toward the end of the year and in the early 
months of 1961, the net income from trade and services 
rose further and was sufficient to cover practically all 
the long-term private investment abroad at the current 
rate, in addition to government expenditure abroad. 

It was in this improving situation early in February 
that the President of the United States made his state- 
ment that steps would be taken to safeguard the value 
of the dollar, and that the dollar price of gold would be 
maintained. In addition, the President declared that 
“the United States has never made use of its drawing 
rights under the International Monetary Fund to meet 
deficits in its balance.of payments. If and when appro- 
priate, these rights should and will be exercised within 
the framework of Fund policies.” Assisted by reductions 
in discount rates in Europe and a determination to 
avoid any great decline in short-term rates in the United 
States, the outflow of short-term capital subsided, and, 
with certain advance repayments from abroad, there 
was a substantial improvement in the over-all balance 
of payments position of the United Siates. 

The U.S. trade balance was helped by the strong 
boom which continued in most industrial countries in 
Europe, as well as in Japan. Compared with 1959, 
these countries increased their imports by about 20 per 
cent in 1960, and this was sufficient to lift the volume 
of world trade by about 10 per cent. Even such a large 
increase in European and Japanese imports was not 
sufficient to raise the general level of raw material prices, 
which in fact declined slightly over the year. Since 
many of the less developed countries are dependent on 
the export of only one or two primary products, even 
a relatively moderate decline in the prices of these 
products may create difficulties in their balance of 
payments; and with only slender reserves to fall back on, 
many have turned to the Fund for financial assistance. 
Thus the general weakness in the prices of raw materials 
and foodstuffs has been reflected in the work of the 
Fund, which has had an unusually large number of 
transactions with the less developed countries. 
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Operations of the Fund 


In all, 32 countries from all the continents of the 
world have received financial assistance from the Fund 
or have had drawing rights under stand-by arrange- 
ments during the period since our last meeting. With 
the exception of the United Kingdom, all of these coun- 
tries can be said to depend largely on the export of 
primary products. But the balance of payments diffi- 
culties which these countries have experienced have not 
as a rule been due solely to weakness in the prices of 
their export products, for many have also suffered from 
excessive internal demand connected with their own 
credit and fiscal policies. As long as the general level 
of prices on world markets was still rising, it was 
possible to expect that in the individual countries a 
certain amount of credit expansion would be absorbed 
by rising prices; but now that the general price level is 
more stable, an expansion of credit beyond the current 
requirements of the economy is likely to be reflected 
with little delay in a deficit in the balance of payments. 
In several cases, the situation has been rendered more 
difficult by the continued maintenance of complex and 
discriminatory exchange systems. With the widespread 
desire to establish or maintain orderly monetary con- 
ditions and to simplify exchange systems, Fund assist- 
ance has generally been requested in support of fiscal, 
monetary, or exchange programs and the assistance has 
been given in the form of stand-by arrangements. In 
fact, of the 22 countries which have drawn from the 
Fund during the past year, all but 3 have entered into 
stand-by arrangements. 


It would clearly be impossible for me to discuss in 
detail all these financial operations of the Fund. I should, 
however, like to mention briefly a few which have had 


unusual features and which seem to me to be of 
particular interest. 


First of all, I should like to say a word about the 
drawing and stand-by arrangement granted to Yugo- 
slavia at the end of last year. A total of $75 million, 
together with substantial credits from the United States 
and a number of European countries, was made avail- 
able to Yugoslavia in support of an extensive exchange 
reform and program of trade liberalization designed to 
strengthen the Yugoslav economy and to integrate it 
more closely with the world economy. The immediate 
drawing, of the equivalent of $45 million, was made in 
six currencies—French francs, deutsche mark, Italian 
lire, Netherlands guilders, sterling, and U.S. dollars. 
This was the first occasion on which a drawing was 
divided among a large number of currencies in accord- 
ance with the policy of diversifying the currencies to 
be used in drawings and concentrating on the currencies 
of countries with strong payments and reserve positions. 
The drawing of Italian lire was the first that had been 
made in that currency. 


The operation with Chile in February of this year 
also contained a number of special features. The finan- 
cial difficulties created by the earthquakes in May 1960, 
and uncertain prospects for the world price of copper, 
led Chile to enter into a stand-by arrangement with 
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the Fund for the equivalent of $75 million in order to 
help maintain its program of economic stabilization. 
At the same time, Chile drew Argentine pesos, amount- 
ing to a further $16 million, to be used in partial settle- 
ment of the balance accumulated by Argentina under 
the bilateral trade and payments agreement between the 
two countries, which had already been terminated in 
anticipation of the transaction. This was the first time 
that a Latin American currency had been drawn from 
the Fund, and the first time that the Fund’s resources 
had been used directly to assist a member to terminate 
a bilateral arrangement in accordance with an Executive 
Board decision taken in 1955. In addition, Chile was 
the first country whose outstanding drawings and avail- 
able drawing rights under a stand-by arrangement 
exceeded the equivalent of 100 per cent of its quota. 

Four particularly large transactions—with Australia, 
Brazil, India, and the United Kingdom—have been 
carried out during the last five months. In these trans- 
actions the policy of diversifying the currencies to be 
drawn and concentrating on the currencies of countries 
in strong payments and reserve positions was continued. 

The transaction with Australia in April, which in- 
volved a drawing totaling the equivalent of $175 million 
in seven currencies and a stand-by arrangement for an 
additional $100 million, was made in support of the 
Government’s efforts to improve its foreign payments 
position by means of fiscal, monetary, and other meas- 
ures. These efforts have been most successful, and I am 
happy to be able to add that, in view of the improve- 
ment in the position, the Australian authorities can- 
celed the stand-by arrangement early this month, after it 
had been in effect for only four months instead of a year. 

Under the stand-by arrangement concluded with 
Brazil in May, the equivalent of $160 million was made 
available to support a broad financial program of fiscal, 
credit, trade, and exchange measures, designed to com- 
bat inflation and to achieve balance of payments equilib- 
rium within the framework of a free and simplified 
exchange system. In addition to the stand-by arrange- 
ment, the Fund agreed to the rescheduling of the 
repayment of previous drawings totaling the equivalent 
of $140 million. The arrangement with the Fund has 
been supplemented by substantial credits from other 
sources and by renegotiation of Brazil’s medium-term 
foreign obligations. Rapid advance has been made in 
unifying the exchange system, and early in July the 
Brazilian Government transferred to the free market all 
payments which had previously been effected at pref- 
erential rates. 

The drawing by India approved in July, which totaled 
the equivalent of $250 million, was made in six cur- 
rencies. These included Japanese yen, and this was the 
first occasion on which a member country had drawn 
an Asian currency from the Fund. India, whose foreign 
exchange reserves had fallen to a low level, requested 
the drawing at a time of seasonal reduction in certain 
raw material exports, and in order to bridge the time lag 
in the receipt of development aid under the Third Five 
Year Plan. 


With these large transactions and the many smaller 
ones, it is clear that the Fund has done much to assist 
countries, both large and small, which are endeavoring 
to diversify their production and generally to develop 
their economies, but which still depend mainly on the 
export of primary products. Insofar as such development 
is financed by long-term foreign capital, the actual use 
of these resources will normally be reflected in a deficit 
in the current account of the balance of payments. 
Provided that the other elements of the balance of 
payments are in equilibrium, this current account deficit 
would be matched by external financing, and there 
would then be no over-all deficit. When this has not 
been the case, requests have frequently been made to 
the Fund for financial assistance, and then the purpose 
of the assistance granted has been to help the countries 
concerned to put their over-all situation in balance. 
The three-to-five-year period for which such assistance 
has generally been granted has been intended to provide 
the time needed for the appropriate measures to take 
effect, and thus to relate the long-term development to 
the available long-term finance. 

Turning now to the transaction with the United 
Kingdom last month, I would like to describe briefly 
the background of the international movements of funds 
which preceded it. I have already referred to the large 
movements of funds out of the United States last 
autumn and winter—partly to take advantage of high 
interest rates in Europe. A part of this flow went to the 
United Kingdom, where a construction boom and a 
marked increase in investment in plant and equipment 
had led to a substantial demand for finance and, conse- 
quently, to a high level of interest rates. The inflow of 
funds from the United States and other centers led to 
an increase in reserves, in spite of the deteriorating 
position of the current account of the U.K. balance of 
payments. The British Government used part of the 
increase in reserves to repay in advance the drawing 
made from the Fund in 1956, and also to reduce the 
Fund’s holdings of sterling to 75 per cent of quota. 

Following the statement made by the President of 
the United States in February, the outflow of funds 
from the United States was sharply reduced; but there 
was still a movement of funds into a number of coun- 
tries on the Continent of Europe, especially Germany, 
due at least in part to continued rumors about the 
revaluation of the deutsche mark. The revaluation of 
the deutsche mark and of the Dutch guilder by 5 per 
cent early in March, however, gave rise to a new crop 
of rumors about further currency changes. All this 
proved very damaging to confidence, particularly in 
sterling, because of the deterioration in the current 
account of the U.K. balance of payments. The authori- 
ties in the countries concerned strongly denied the 
rumors, but to small avail. It was even believed that 
the Swiss franc would be revalued, despite the growing 
deficit in the current account of the Swiss balance of pay- 
ments, to which the Swiss National Bank drew attention. 

In this situation, a number of central banks—mem- 
bers of the Bank for International Settlements in Basle, 
as well as the Federal Reserve System in the United 
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States—decided to cooperate more closely in the spot 
and forward exchange markets and in the granting of 
credits. In this way, substantial resources were provided 
in aid of sterling, but this in itself did not arrest the 
outflow of funds from London. Steps were needed to 
remove the imbalance in the British economy and to 
obtain the external resources required while the steps 
were taking effect. Using, inter alia, certain powers 
proposed in the budget that had been submitted in April 
and voted in July, the British Government introduced 
toward the end of July a series of comprehensive fiscal 
and monetary measures, and certain other policies, 
designed to eliminate the deficit in the current account 
of the balance of payments without imposing any 
restrictions on trade or current payments and, in par- 
ticular, to restore confidence in sterling at the existing 
rate of exchange. The measures adopted by the United 
Kingdom showed the Government's determination to 
deal with both the immediate situation and developments 
over a longer period, particularly in relation to future 
budget expenditure and to the level of costs. 

In support of these measures, the United Kingdom 
drew from the Fund the equivalent of $1.5 billion in 
nine currencies: U.S. dollars, deutsche mark, French 
francs, Italian lire, Netherlands guilders, Belgian francs, 
Japanese yen, Canadian dollars, and Swedish kronor— 
the first time the last currency had been drawn from 
the Fund—and, in addition, entered into a stand-by 
arrangement for the equivalent of a further $500 million. 
The U.K. authorities announced that, of the amount 
drawn, the equivalent of some £200 million would be 
used during the following month or two for repayment 
of credits. This transaction with the United Kingdom 
was by far the largest ever entered into by the Fund; 
and in order to replenish its holdings of the currencies 
drawn, the Fund sold gold valued at $500 million to 
the countries concerned, in the proportion of one third 
of the U.K. drawing in each currency. 

The six transactions which I have mentioned are 
noteworthy for the size of the amounts involved and 
other special features, but it would be a false picture 
of the Fund's activities if it were concluded that the 
transactions with other countries have not also been of 
real importance. Perhaps the simplest way for me to 
indicate the wide range of Fund transactions is to 
enumerate all the countries which have received financial 
assistance from the Fund over the last twelve months. 
Twenty-two countries have drawn from the Fund, 
namely, Argentina, Australia, Bolivia, Brazil, Ceylon, 
Chile, Colombia, Ecuador, El Salvador, Honduras, 
India, Indonesia, Iran, Mexico, Nicaragua, Paraguay, 
South Africa, Turkey, both the Egyptian and the Syrian 
Regions of the United Arab Republic, the United 
Kingdom, and Yugoslavia. In addition, 10 countries— 
Costa Rica, the Dominican Republic, Guatemala, Haiti, 
Iceland, Morocco, Peru, Spain, Uruguay, and Venezuela 
—have had stand-by arrangements in effect during the 
year, although they have not found it necessary to make 
use of their drawing facilities. In fact, Spain felt able 
to cancel its stand-by arrangement with the Fund five 
months before it was due to expire. 
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It is of interest to note that 18 of the 20 Latin 
American Republics are included in this list. Over the 
years, Latin American countries have drawn the equiva- 
lent of some $1.1 billion from the Fund. With the 
equivalent of a further $400 million available under 
unused stand-by arrangements with 16 of them, it is 
clear that the Fund has played a significant role in 
assisting the countries of Latin America in their efforts 
to overcome financia! and economic difficulties. 


Fund's Holdings of Currencies 


With all the activity during the past year, drawings 
on the Fund have totaled the equivalent of nearly 
$2.5 billion. So large a use of resources has had a 
marked effect on the Fund’s holdings of currencies 
suitable for transactions at the present time. Even after 
the replenishment of these holdings by the sale of gold 
at the time of the drawing by the United Kingdom, the 
Fund’s holdings of several convertible currencies are 
very low. In addition, it has to be remembered that 
there are open balances under stand-by arrangements 
equivalent to almost $1.1 billion. 

It had, indeed, become apparent at the end of last 
year, at the time of the strong outflow of short-term 
funds from the United States, that if the Fund were 
faced with substantial drawings by a number of countries 
with large quotas, its available holdings of convertible 
currencies would in all probability be inadequate. This 
has been borne out by the experience of the last few 
months. The Fund can, of course, make use of its gold 
holdings, but these are not necessarily revolving, and 
once they have been used for the replenishment of 
currency holdings they may not readily be restored by 
repurchases in gold. Therefore, the Fund should gen- 
erally be careful in the use of its gold and should 
take into account other possibilities for replenishing 
its currency holdings, for instance by the borrowing of 
particular currencies under Article VII of the Fund 
Agreement. 


Examination of International Monetary System 


However, borrowing of currencies is not a method of 
replenishment that can suddenly be improvised. For this 
and other reasons, the whole complex of problems con- 
nected with such borrowing needs to be closely examined 
and brought to an effective solution. Consideration of 
these problems should be set against the wider back- 
ground of the international monetary system. In the 
vivid discussions on the merits and demerits of the 
present system which have taken place in recent years 
and months, attention has largely been devoted to the 
tensions which may result from the international flow 
of funds in a world of convertible currencies. As you 
know, a number of suggestions have been put forward 
advocating more cr less radical changes in the existing 
monetary arrangements. It has been valuable that these 
matters have been so vigorously discussed, and the 
first question we have to ask ourselves is whether the 
present system can be regarded as operating in a manner 
sufficiently satisfactory to be worth maintaining. If that 
question is answered in the affirmative, then we must 
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consider whether any particular measures should be 
taken to strengthen the existing institutional arrange- 
ments so as to provide sufficient safeguards to meet 
any dangerous tensions that may arise. 

On the whole, I believe the system has worked well. 
It would indeed be difficult to conclude otherwise in the 
light of the great gains that have been made in recent 
years. In the purely monetary sphere, external converti- 
bility has been established for a broad range of cur- 
rencies; and with the better distribution of reserves, 
there is an increasing measure of freedom for capital 
movements. There has been a parallel development in 
the ever-growing liberalization of trade and, under 
conditions of relatively stable prices, international trade 
has been increasing at an annual rate of about 4 per cent 
in recent years, reflecting by and large a corresponding 
rate of growth in world production. These are no 
mean achievements. 

But in spite of these achievements there have been 
periods of tension and unease. I do not think that the 
movements of short-term funds from one country to 
another have impaired the financing of trade or the flow 
of goods, but it is largely the fears that these movements 
have aroused that have led to the questioning of the 
soundness of our present system. In some quarters, 
doubts have been expressed whether the system under 
which countries hold part of their international reserves 
in currencies (which is known as the “gold exchange 
standard”) will work satisfactorily in the longer run, 
and whether this system might not break down as it did 
in the interwar period. I do not think we need draw 
that conclusion, for it is important to remember that 
the currency failures which occurred in the early 1930's 
were caused not by inflation but by widespread defla- 
tion—by a fall in prices which made itself felt first in 
the United States and then in Europe. I am sure there 
will be no similar deflation now, for there has been 
such a change in the objectives of the authorities that 
sufficient measures would surely be taken to prevent 
such a calamity, if it seemed to be threatening. Secondly, 
in the 1930’s the exchange reserves of many of the 
European countries had been acquired by large-scale 
short-term borrowing, and they melted away when the 
short-term loans were not renewed; today, most coun- 
tries are the true owners of their exchange holdings. 
A third difference is that the International Monetary 
Fund today stands behind the nations’ reserves, supple- 
menting them within the framework of its principles 
and practices and working at all times to promote inter- 
national monetary consultation and collaboration. There 
was no similar international agency in the interwar 
period. 

Today two currencies, the U.S. dollar and sterling, 
are the main reserve currencies. There is no doubt in 
my mind that the authorities in the United States and 
the United Kingdom are determined to pursue policies 
which will ensure confidence in the stability of their 
currencies. Of the outstanding short-term U‘S. liabili- 
ties, about two thirds are in the hands of foreign central 
banks and governments and the remainder is held 
largely by commercial banks and business firms. For 


sterling, the proportion is very much the same. There 
are thus substantial amounts of these currencies in 
private hands, and, with convertibility, liquid resources 
owned by business firms and banks can now, with little 
or no difficulty, be shifted from one country to another. 
There is indeed no lack of international liquidity in 
private hands, but for this very reason it is important 
that there should be adequate resources in official hands 
to meet the possible impact of international movements 
of private funds. 


Problems Facing the Fund 


As indicated in the Report of the Executive Directors 
before you, the Fund has been studying, in the course 
of this year, a broad range of problems, some of general 
import and some of a more detailed technical, legal, 
or institutional character connected with this situation. 
It is possible to summarize the main issues that have 
been considered in the form of three questions. To begin 
with, what are the payments difficulties for which the 
Fund’s resources may be made available under its 
Articles of Agreement? Secondly, how can the Fund 
best use its resources to meet these difficulties? And, 
finally, what resources are required to meet the diffi- 
culties and are the Fund’s available resources adequate 
to do so? 

On the first question, the Executive Directors have 
discussed the extent to which the Fund’s resources may 
be used for helping to meet those deficits in the balance 
of payments of members that go beyond the current 
account and are attributable, in whole or in part, to 
capital transfers. From a purely practical point of view, 
there is of course great difficulty in separating current 
and capital payments under a system of convertible 
currencies. After a thorough examination of the various 
aspects of the problem, the Executive Directors have 
clarified the understanding of the Articles of Agreement, 
and in that way eliminated any doubt, which had not 
already been dissipated by the practice of the Fund, 
that the Fund’s resources can be used for capital 
transfers, in accordance with Article VI and the other 
provisions of the Articles. If a country facing an out- 
flow of capital were to turn to the Fund for assistance, 
the test to be applied by the Fund would be in accord- 
ance with its accepted principles, i.e., that appropriate 
measures were being taken so that the disequilibrating 
capital outflow would be arrested and that assistance 
provided by the Fund would be repaid within a maxi- 
mum period of three to five years. 

The answer to the second question—how the Fund 
can best use its resources—must take into account the 
strengthening of the current position and reserves of 
several member countries and the increased number 
which have accepted the obligations of Article VIII. 
This has made possible the use of a much wider range 
of currencies held by the Fund, thus increasing the 
volume of its usable resources. The Fund has therefore 
sought to diversify the use of its currency holdings in 
such a manner as to ensure that transactions with the 
Fund, and their repayment, will be conducted in those 
currencies which will be most helpful to the world 
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payments position. In pursuing this objective, the Fund 
has been guided increasingly by the principle that draw- 
ings should be made in the currencies of those countries 
that have a strong payments and reserve position, while 
it is to be hoped that repayments will generally be made 
in those currencies that can be strengthened by their 
use in this way. There are a number of technical and 
legal problems to be faced in evolving a satisfactory 
program for the use of a wider range of currencies in 
Fund transactions and repayments. Some have already 
been resolved; others will need further attention. 
A measure of the success already achieved is shown by 
the fact that during the last year drawings have been 
made in 11 different currencies. 


As a result of sales of their currencies by the Fund, 
a number of countries have now acquired increased 
drawing rights because the Fund's holdings of their 
currencies have been reduced considerably below 75 per 
cent of quota. The Fund must always take account of 
the fact that, should there be a reversal in the payments 
position, the existence of these increased drawing rights 
could give rise to appreciable demands on the resources 
of the Fund. 


I come now to the third question—the adequacy of 
the Fund’s resources. It will be apparent from what I 
have said about the Fund’s evolving policies on the 
currencies that should be drawn that the answer to this 
question cannot be settled simply by adding up the 
Funds’ holdings of gold and currencies, or even gold 
and convertible currencies, at any particular time. What 
is important is to ensure that the Fund has enough of 
those currencies which it would be appropriate to use 
at any particular time, given the economic conditions 
of that time and the purposes for which it is appropriate 
to use the Fund’s resources. 

I have already referred to the fact that the intense 
activity over the last year has reduced the Fund’s hold- 
ings of certain currencies to a very low level, despite 
the recent sale of gold. But this is more than a transitory 
problem confined to the present circumstances, and is 
more than just the question of the Fund’s own liquidity. 
It is vital to consolidate and defend the system of 
convertibility built up over the last few years, and to 
avoid the risk of any relapse into restrictions and 
currency disorder. In order that the Fund may play its 
part in this effort and meet the expectations of its 
members, it must be in a position to provide resources 
that are adequate beyond doubt to meet any needs that 
may arise under its principles. And in a world in which 
market fears and expectations play a large role, 
resources—national and international combined—must 
not only be adequate to meet demands that may be 
made on them, but must also be large enough to con- 
vince the public that they are adequate to defend cur- 
rencies from ill-advised speculation. A _ substantial 
reduction in the Fund’s holdings of major international 
currencies could itself become a disturbing factor, long 
before the point of exhaustion is reached, unless there 
existed satisfactory arrangements for replenishing these 
holdings. 


Borrowing by the Fund 


All these questions have to be evaluated in the light 
of the swift changes in the balance of international 
payments that have occurred in recent years. In the 
circumstances, I cannot conclude that the composition 
and size of the Fund’s resources are adequate to support 
a healthy international financial structure without fur- 
ther strengthening. The need for additional resources 
might be remedied by an increase in particular quotas, 
but in present circumstances I believe it can be handled 
more acceptably by firm borrowing arrangements. These 
would be concluded, in particular, with the main indus- 
trial countries, because of the major role they play in 
the swings in international trade and payments. This 
does not mean that other countries would have no 
interest in the conclusion of such arrangements, for the 
maintenance of a stable and convertible exchange system 
is as important to them as it is to the industrial countries. 

Some of the problems arising from the use to be 
made of the Fund’s borrowing powers under Article VII 
of the Fund Agreement have already been discussed in 
general terms by the Executive Directors, but many 
aspects still remain to be considered. An essential step 
in the conclusion of any borrowing plan is for the 
authorities in the individual countries to obtain the 
power to lend to the Fund if they do not already 
possess it. However, in my opinion it would not be 
sufficient to leave the actual borrowing transaction to 
an ad hoc agreement between the Fund and the lending 
country under these powers. There is great merit in an 
assurance that additional resources are available to the 
Fund for its transactions. The ready availability of 
resources is in itself a contribution to stability and 
strength. It has time and again been the experience of 
the Fund that assurance to a member that it has access 
to the resources of the Fund under the provisions of a 
stand-by arrangement is in itself a stabilizing factor of 
great importance; often it has not been necessary for the 
member to use all, or indeed any, of the drawing rights 
thus assured. There is good reason to believe that the 
same sort of benefit would be obtained from credit 
facilities granted to the Fund. 


At the same time, adequate provision would have to 
be made for general safeguards for the lending members. 
There would, of course, be consultation between the 
Fund and the prospective lender, and it should be part 
of the arrangement that the Fund would not borrow 
from a member country unless the country’s payments 
and reserve position permitted this. Moreover, the 
arrangement would be such that any member that had 
lent its currency to the Fund would be able to obtain 
repayment readily if its own payments position changed. 
There would, of course, be no question of any weaken- 
ing of the principles that the Fund has worked out for 
the appropriate use of its resources. These have stood 
the test of time in a great variety of circumstances, and 
we know that they are endorsed by the members of 
the Fund. 


I believe that it should not be difficult to arrive at 
an agreement that will give due weight to the various 
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aspects of borrowing, and thus to establish a workable 
system which would be beneficial and acceptable to 
all the members of the Fund. There are, however, a 
number of decisions of policy still to be taken. 

As is said in the Annual Report of the Executive 
Directors, the approach to the increase in the Fund’s 
resources by means of borrowing “looks beyond the 
immediate needs and endeavors to equip the Fund to 
handle flexibly the many and varied situations that may 
arise under a system of freely convertible currencies.” 


The Fund and Monetary Order 


When we consider the Fund’s role in the monetary 
system, it is valuable to keep in mind the two comple- 
mentary aspects of the Fund’s financial activities: on the 
one hand, the granting of financial assistance by the 
Fund to help countries to meet an unbalanced position; 
on the other hand, the assurance that the country 
receiving the assistance will be taking the necessary 
measures to restore a proper balance. For such meas- 
ures to be effective, it is indispensable that the authori- 
ties in the country receiving the assistance must be 
convinced that the restoration of the balance is in their 
true interest. As the Duke of Vienna said in “Measure 
for Measure,” the only play of Shakespeare to be set 
in this City of Vienna: “The satisfaction I would require 
is likewise your own benefit.” It is precisely when this 
identity of interest is fully realized that the programs 
which are supported by Fund assistance can be carried 
out in a spirit of mutual confidence and the desired 
success achieved. For that result, the countries must 
feel that stability is essential for their welfare as the 
only true foundation for sustained growth. In taking 
this view, they can be encouraged by the evidence that 
those countries which have persisted in their efforts, 
and accepted the transitional difficulties of carrying out 
a stabilization program, have succeeded in staging an 
impressive rate of growth. 

One of the requirements for economic progress is the 
availability for investment of real resources, and these 
cannot for any length of time be obtained by inflationary 
methods of financing. This is an old truth, but it seems 
that it has to be rediscovered over and over again. To 
obtain genuine resources requires, of course, effort. 
At the time when the richer countries are making con- 
siderable efforts to provide resources for the aid of the 
less developed countries, these countries in turn will 
have to make the maximum effort to mobilize their own 
resources, and, through stability, create the conditions 
for domestic and foreign resources to be used in the 
most effective manner. In creating these conditions, a 
great many countries have had the support of the Fund, 
and there can be no doubt that the Fund has thus 
contributed to the growth in production and trade that 
has occurred during the last few years. 

All this seems clear enough, but I believe it is not 
convincing to all minds. While I think that everybody 
will agree that sustained growth cannot be based on 
monetary disorder, there seems not seldom to be a 
lingering fear that stability will mean reduced economic 
activity, and even stagnation. It is true, of course, that 


stability is not enough, for the real national objective 
should be economic growth. Economic growth can be 
compared with the construction of a good house, with 
stability as its foundation. A good house can only be 
erected on a solid foundation. Preparing the foundation, 
however, is not sufficient. There must be further 
initiative and activity, and the necessary resources must 
be acquired, to complete the building. In some coun- 
tries, it seems that the restoration of monetary stability 
has almost by itself led to a resurgence of activity, and 
soon produced the savings to finance it. But this is not 
always the case; in many countries, special domestic 
efforts_are needed, and for these efforts to be effective 
they have often to be supplemented by international 
assistance, technical and financial. To introduce mone- 
tary stability is often only the beginning of the efforts 
needed to achieve growth. While the subsequent efforts 
fall largely outside the sphere of Fund activities, the 
Fund does not underrate their importance and, insofar 
as it can, is anxious to assist their efforts in every 
possible way. 

Broadly speaking, the financial assistance given by 
the Fund helps individual countries to keep in line 
with general monetary trends in the world economy, 
while avoiding measures that would be disturbing to 
international trade. This is an important task, but it 
does not exhaust the scope of monetary action. Our 
monetary system has to serve an expanding economy. 
It is not suggested that credit measures alone can en- 
gender a high rate of growth; the fiscal and economic 
structure and the whole range of social and market 
practices are of vital importance. It may, for instance, 
be important to remove maladjustments due to mis- 
taken budgetary policies, or in the cost and price struc- 
ture, which would retard growth. The conditions un- 
der which foreign trade is carried on are also important 
—and with the new trading arrangements now being 
established, particular attention must be paid to these 
aspects. The Fund in its work is naturally interested in 
these questions, but pays particular attention to matters 
of monetary policy. 

Under modern conditions, the gold flow does not set 
fixed limits to the possible expansion of credit or inter- 
national liquidity. Within each country, the credit 
volume may be expanded in response to demand; and 
the monetary authorities can also take positive action 
to stimulate, and provide the basis for, credit expan- 
sion. Since the Second World War, on the whole, the 
problem has been rather to contain the expansion of 
credit than to stimulate it. All countries have been 
more or less involved in this process, but those 
countries that are responsible for a high proportion of 
the world’s production and trade must necessarily play 
a major role. They are aware, however, that even they 
cannot act independently of the general trend, and are 
therefore bound to act in cooperation with each other. 
Sometimes similar, sometimes complementary, policies 
will have to be pursued according to the ever-changing 
situation. The methods of cooperation will vary; there 
will be direct contacts, but there will increasingly be 
reliance on international institutions. 





304 INTERNATIONAL FINANCIAL NEws SuRVEY, Vol. XIII, No. 38, September 29, 196] 


In Article I of the Articles of Agreement, which sets 
out the purposes of the Fund, financial assistance by 
the Fund is only one of the purposes. It is also the 
objective of the Fund to promote exchange stability 
and orderly exchange arrangements; to assist in the 
establishment of a multilateral system of payments; to 
facilitate the expansion of international trade, and there- 
by to increase the productive resources of members; 
and to act as a center of collaboration and consultation. 
Indeed, without the close contact between the Fund and 
the competent authorities in member countries, it is 
difficult to see how any of the purposes of the Fund 
could be achieved. This has been proved time and 
again to be the case in the annual consultations with 
Article XIV countries. Already excellent results have 
been obtained in the consultations that have been begun 


with Article VIII countries. Here it is a question of 
voluntary cooperation, and for that reason I believe that 
these consultations will be more, and not less, effective. 
The cooperation has to be inspired by the notion that 
countries have a common interest as partners in the 
international monetary system. This system has to be 
strengthened where it is vulnerable; but the policies 
pursued must be such that the system plays its proper 
role in the process of economic expansion. To observe, 
on the one hand, the necessary monetary discipline, and 
on the other, to respond to the needs of expansion is no 
easy task. It raises many problems, but it is my im- 
pression that these problems are now being tackled 
more effectively than ever before with greatly increased 
chances of success. 

September 18, 1961 


Address by Eugene R. Black, President of the International Bank 


It is a great pleasure for me to find myself greeting 
you here in Vienna, and let me add my own most cor- 
dial thanks to our hosts for inviting us to spend a few 
days in the gracious atmosphere of this lovely city. 
There will not, I trust, be any lack of harmony in our 
proceedings to disturb the shades of Mozart, Haydn, 
Schubert, or Strauss, and I hope that the ghost of 
Metternich will not be distressed by any informality in 
our diplomatic ways. 

I would like to address a special word of welcome at 
this meeting to our new members, the Governments of 
Nigeria, Portugal, Laos, New Zealand, and Nepal, and 
to the representatives here of other countries that have 
recently applied for membership. With the new mem- 
berships now in sight, our organization will embrace 
nearly 80 countries. 

I will not attempt, on this occasion, to give a detailed 
review of the whole scope of the Bank’s activities. We 
have invested in development projects in 57 different 
countries and territories and have added to our re- 
sources by borrowing in the capital markets of 7 mem- 
ber countries and Switzerland. All the facts and figures 
about our operations are in the Annual Report, and I 
will not repeat them. Instead I will touch on a few of 
our problems, some old and some new; and since this 
year, for the first time, I am presenting to you the An- 
nual Report of the International Development Associa- 
tion, I will give some special attention to that newest 
member of the World Bank family. 

But before delving into these matters I would like 
to say a word in appreciation of a man who is about 
to leave our immediate circle, a man who has done per- 
haps as much as, if not more than, any single individual 
to make possible the record of the World Bank and its 
affiliated organizations. I refer to Mr. Robert Garner. 

In 1947, Mr. Garner left a lucrative and comfortable 
position in industry to become Vice President of the 
Bank. For the next nine years he worked tirelessly to 
build up a competent professional staff and to fashion 


sound and suitable policies for a new venture into inter- 
national banking. Many who are senior officers of the 
Bank today received their training under Mr. Garner, 
and I know that they share my conviction that he has 
a rare and a precious talent for getting the best from his 
associates. 

Five years ago, Mr. Garner was able to bring into 
being another organization, to whose design he con- 
tributed greatly and which was aimed at serving private 
industry in the underdeveloped world in a way that 
the World Bank was not empowered to do. He pre- 
sided over the birth of the International Finance Cor- 
poration and nursed it through its inevitable growing 
pains. Again he was a pioneer and imparted to those 
fortunate enough to work with him something of his 
own indomitable spirit. All of us who have been privi- 
leged to know Mr. Garner well and to work with him 
are the better for it. I would like to wish him every 
contentment in his retirement and to give him the as- 
surance that he has most certainly made his mark and 
will not be forgotten. 


Activities of the Bank 


The lending activities of the World Bank continue 
at a high rate. Loan commitments during the past year 
amounted to about $610 million. Since the end of the 
fiscal year we have signed 8 loans in a total of $160 
million. The past year’s loans conform to the usual 
pattern of Bank operations—probably with some grow- 
ing emphasis on transportation. 

A $90 million loan to Pakistan represents the Bank’s 
contribution to the implementation of the Indus Basin 
Settlement, which, as you know, was reached last year. 
I am glad to report that construction will start shortly 
on several vital irrigation works in Pakistan, which form 
part of the ten-year construction program included in 
the Settlement. The Indus Basin Development Fund, 
which the Bank is administering and into which par- 
ticipants in the financial agreements are paying their 
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contributions, has been organized, has made calls on 
the contributing governments, and has already begun 
disbursements. 

The Bank has been holding meetings at regular in- 
tervals with a consortium of countries interested in 
the financing of India’s Five Year Plans. Last May, 
a similar consortium was organized for Pakistan. These 
meetings have helped significantly to mobilize and co- 
ordinate the finance necessary for the early years of the 
current Five Year Plans of these two countries. We 
are now considering the appropriateness of the con- 
sortium technique in several additional countries. 

This last year was an active one for our Bond 
Marketing Department, but our outstanding funded 
debt rose by only $155 million, the smallest increase in 
five years. Two circumstances limited our need for new 
money. First, disbursements on our loans have not 
been moving as fast as previously; for a variety of 
reasons, construction of many of our projects is tak- 
ing somewhat longer. Secondly, we sold from our loan 
portfolio during the year, without our guarantee, $200 
million of our borrowers’ obligations. Our total sales 
of loans without our guarantee, including participations 
at the time of loan signing, have now passed the $1 
billion mark. The Annual Report has a discussion of 
this part of our business which I think you will find 
interesting. 

All our borrowing during the year was done outside 
the United States. In July of 1960, we made a very 
large borrowing from the Deutsche Bundesbank. This 
was followed by our ninth and tenth bond issues on the 
Swiss market. (We are currently negotiating a further 
borrowing directly from the Swiss Government.) Last 
spring, for the first time in six years, we raised new 
funds in the Netherlands. And after the close of the 
year, our bonds were offered for the first time on the 
Italian market. This was the first offering on the 
Italian market in more than 25 years by a non-Italian 
borrower, and it was an extremely successful flotation. 

I am very pleased with the reception which World 
Bank bonds have been accorded recently in all Euro- 
pean markets. I can assure my European’ batiking 
friends that we will continue to do everything we can to 
keep the World Bank an attractive channel for invest- 
ment funds flowing from Europe to the underdeveloped 
countries. 

There are two, what I might call “extracurricular,” 
activities of the Bank which I would now like to men- 
tion. At the meeting in Tokyo last July of the De- 
velopment Assistance Group, consideration was given 
to a number of measures that might be taken by the 
governments of capital-exporting countries to further 
encourage the flow of private capital into the under- 
developed countries. This increasing attention which is 
being given to the contribution that private foreign in- 
vestment can make to the development of the under- 
developed world is a trend which I certainly welcome. 
Among the measures discussed was the possibility of 
devising a multilateral scheme for the insurance of for- 
eign investments against various noncommercial risks. 
The Governments of Germany, Japan, and the United 


States already have guarantee programs covering in- 
vestments of their nationals in underdeveloped coun- 
tries. During the past few years, suggestions have been 
made in various quarters for a similar program on an 
international basis, and the Development Assistance 
Group has asked the Bank to study and to report on 
the potentialities and problems involved in the estab- 
lishment of such a program. We have accepted this 
request. In doing so, however, we made clear that 
while we were generally familiar with the various pro- 
posals, we had no preconceived ideas about their use- 
fulness or feasibility. We have made some progress 
with our study, but I am not yet in a position to fore- 
cast what our conclusions will be. 

Another subject that is frequently mentioned in this 
connection is the settlement of disputes between govern- 
ments and private investors. As most of you know, the 
Bank as an institution, and I, in my personal capacity, 
have on several occasions been approached by member 
governments to assist in the settlement of financial dis- 
putes involving private parties. We have, as a matter 
of fact, succeeded in facilitating settlements in some 
issues of this kind, but the Bank is not really equipped 
to handle this sort of business in the course of its 
regular routine. At the same time, our experience has 
confirmed my belief that a very useful contribution 
could be made by some sort of special forum for the 
conciliation or arbitration of these disputes. The re- 
sults of an inquiry made by the Secretary-General of 
the United Nations show that this belief is widely 
shared. The very fact that governments and private 
interests have turned to the Bank to provide this as- 
sistance indicates the lack of any other specific ma- 
chinery for conciliation and arbitration which is re- 
garded as adequate by the investors, and the govern- 
ments also. I therefore intend to explore with other 
institutions, and with our member governments, whether 
something might not be done to promote the establish- 
ment of machinery of this kind. 

The Bank’s regular technical assistance services were 
more active in the past year than ever before, and I 
will ‘Have’ more ' to" say about’ them’ later in these” re- 
marks. Here let me mention just one specific feature. 
Our Economic Development Institute (EDI) com- 
pleted its sixth course during the past year and the 
Institute now has 118 alumni. I would like to point 
with pride to one graduate, the Chairman of this Meet- 
ing. Many of our graduates have asked if, on leaving 
EDI, the kind of reading and reference material to 
which they were introduced during their stay at the 
Institute could be made available to them, and to their 
colleagues, when they got back home. We have now 
made arrangements to distribute 85 libraries of care- 
fully selected economic development literature to vari- 
ous institutions in our member countries. This pro- 
gram is a joint venture; the cost is being shared between 
the EDI and the Rockefeller Foundation. The libraries 
consist of approximately 400 books, articles, and papers, 
in English. The Institute is planning similar libraries 
in French and Spanish, which will, of course, entail a 
substantial amount of translation. In the distribution 
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of these libraries, we have given preference to agencies 
and ministries in which graduates or Fellows of EDI 
are employed. 


International Development Association 


As of September 1, 54 countries had completed all 
the formalities to join the International Development 
Association (IDA). Together, they have subscribed the 
equivalent of $908 million to IDA’s initial capital; of 
this amount, $750 million will be available in freely 
convertible currencies by the end of 1964. In accord- 
ance with the terms of the Articles of Agreement, 
$178 million of convertible currencies have already 
been paid in. 

During the period of eight months from the beginning 
of IDA’s operations in November 1960 to the end of 
its first fiscal year, development credits totaling $101 
million had been extended to four countries. Since 
June 30, $36 million in additional IDA credits have 
been extended and two more countries have been 
added to the list of recipients. Each of these credits 
has a 50-year maturity and there are no interest or 
commitment charges. Each credit carries a small serv- 
ice charge to provide IDA with income to meet its 
administrative expenses. Amortization begins only after 
a 10-year period of grace. This pattern, we think, ef- 
fectively meets the organization’s objective of providing 
development capital on terms which do not bear heavily 
on the borrower’s balance of payments. However, 
IDA’s charter allows considerable flexibility in setting 
terms, and we are not committed to any uniform pat- 
tern for IDA financing. 

IDA’s charter also allows considerable flexibility in 
determining the countries in which IDA will operate. 
There is a variety of circumstances where we feel an 
IDA credit may be justified. A necessary condition in 
all cases is evidence that the borrowing government is 
making a real effort to mobilize its own resources and 
to gear its financial policies to sound development. 
This standard, as I have said before, has been bor- 
rowed from the Bank and is being applied in IDA 
operations. But IDA does not have to apply the same 
standards as the Bank with respect to a borrowing 
country’s capacity to repay in foreign exchange. There 
are a number of countries, especially those that are 
very poor, whose foreign exchange situation is such 
that they cannot borrow abroad at all on conventional 
terms. Because of their bleak balance of payments 
prospects, IDA is prepared to assist these countries, 
when their governments can show a definite will to 
mobilize domestic resources and to avoid inflationary 
policies. 

A second, and large, group of countries in which 
IDA is prepared to operate consists of those whose 
burden of foreign debt service is so high that while 
they can borrow, on conventional terms, some of the 
external capital which they require to carry out their 
priority programs, they cannot prudently borrow the 
whole of it. In these circumstances, you may find the 
Bank making loans and IDA extending credits at one 
and the same time. This, in fact, has happened recently, 


with India, Chile, the Sudan, and Colombia, for ex- 
ample. 

These are very broad criteria. In practice, the de- 
cision for or against an IDA credit or the decision on 
the right blend of IDA funds and Bank or conventional 
funds calls for a large element of judgment on our 
part. It is just not possible to apply to all countries a 
single yardstick of creditworthiness. The ratios of debt 
service to exports, or of debt service to local budgetary 
receipts or gross national product—while indicative— 
cannot be used as rigid criteria. Much depends on the 
particular circumstances of the borrowing country, on 
the stage of development it has reached, on the struc- 
ture of its economy, on the prospects for increased 
exports, and so on. 

There is yet another element of flexibility in IDA’s 
charter of which we shall take advantage, namely, the 
range of projects which IDA will consider. The IDA 
charter authorizes us to go beyond the usual types of 
projects financed by the Bank, and the authors of the 
charter clearly expected us to do that. The recent IDA 
credit to assist in the financing of a municipal water 
supply makes a first step in this direction. We are also 
actively considering a project to finance the construc- 
tion of an industrial estate and another to finance a 
technical training program. We are considering these 
kinds of projects in consultation with other organiza- 
tions, including the appropriate Specialized Agencies 
of the United Nations. 

In the administration of IDA funds, questions of 
terms, eligibility, and project selection all raise prob- 
lems, many of which we are still in the process of re- 
solving. But we have seen enough of the picture to be 
absolutely convinced that IDA’s major problem will be 
the meagerness of its present resources. There is in 
sight now a volume of promising applications which, 
if approved, would absorb a very substantial part of the 
convertible funds initially subscribed for IDA’s first 
five years of operations. As a matter of fact, India and 
Pakistan together are already in a position where 
they. could quickly absorb in worthwhile projects all of 
IDA’s capital. 

Some members of IDA cannot yet present concrete 
proposals for credits because they are not yet able to 
present adequately prepared and justified projects. But 
others show every indication of coming forward with 
very substantial requirements, demonstrating that once 
a country organizes itself for development it can 
rapidly build up a burden of debt which may limit, at 
least temporarily, its ability to borrow abroad on con- 
ventional terms. In these circumstances, even on a 
conservative estimate, IDA’s funds are likely to fall far 
short of the need. And considering this, I think it is 
none too early to ask ourselves what the future of IDA 
ought to be. 


Cooperation Between Lenders and Borrowers 


More is at stake here, however, than just the future 
of IDA. Development is now accelerating on a broad 
front in the underdeveloped world, and this presents 
two important problems to be tackled if we are to main- 
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tain productive cooperation between lenders and bor- 
rowers. First, we must redouble our efforts to ensure 
that the aid offered really serves a priority develop- 
ment purpose; we must use all the influence that we 
can command, and extend all the help that we can, to 
ensure that the underdeveloped countries themselves 
effectively utilize all their available resources. Secondly, 
quite apart from whether the funds flow through IDA 
or some other channel, our common objectives require 
that a greater proportion of the development capital 
provided should bear terms comparable to IDA’s. 

On the first of these points, let me say that, in my 
view, the ability of a borrower to use capital for sound 
development purposes is no less important—and indeed 
it is more important in the long run—than the form in 
which a lender makes capital available. This is why 
the Bank and IDA insist on every borrower presenting 
a well-conceived, thoroughly studied project which could 
fit into a sound development program. This, in fact, is 
the justification for our whole range of technical as- 
sistance services. 

Over the last 14 years, the Bank has been steadily 
increasing its technical assistance activities. We have 
deliberately adopted a very liberal definition of these 
services. In the budget for the current fiscal year, we 
are providing the money which will be applied to the 
financing of General Survey Missions; to the costs of 
our Economic Development Institute; to our General 
Training Programs; to the expenses of resident Bank 
representatives and of Bank staff members seconded 
to member governments in an advisory capacity of one 
kind or another; to the cost of sector surveys, such as 
a general transportation study which we have been 
carrying out in Colombia and a highway study in Peru; 
and, in special cases, to the cost of feasibility studies 
on individual projects. In addition, we have done con- 
siderable work as Executing Agent for the United Na- 
tions Special Fund on some large and important pre- 
investment studies. 

The Executive Directors have shared my view that 
one of the most important activities in which the Bank 
can engage is trying to help member governments, 
through services of the kind I have mentioned, to or- 
ganize their advance along the road to development. 
Today, the need is greater than ever—in part because 
of the increase in the development effort in many coun- 
tries, in part because of the emergence of many new 
nations with governments still lacking experience in 
the development field, and in part because of the in- 
crease in the number of aid-giving agencies whose ef- 
forts can be coordinated most effectively only in the 
recipient country. There is at once a much greater 
recognition than ever before of the essential importance 
of development programing and of sound project prep- 
aration, and, at the same time, an urgent need for 
competent people to help the underdeveloped countries 
to achieve these ends. 

We have recently decided that the Bank should ex- 
pand its assistance to member countries by forming a 
group of highly qualified development advisers who 
will be available to our member countries on request for 


extended periods of time. These advisers will be inte- 
grated into a Development Advisory Service admin- 
istered by the Bank. They will perform such duties 
as chief or senior economist of a general survey mis- 
sion; resident economic or financial adviser to a gov- 
ernment; member of, or adviser to, a planning board; 
administrator, or adviser to the administrator, of a 
development program; or simply an adviser on current 
economic and financial problems. We aim to recruit 
for this service only those with the highest professional 
qualifications. We are under no illusions that this will 
be am easy job, so we can expect that at first the De- 
velopment Advisory Service will be limited in num- 
bers. 

The members of the Service, of course, will not go 
out equipped with model development programs. The 
task of the development adviser is not to try to impose 
solutions but rather to illuminate the choices which 
governments must make if they are to proceed along 
the road to economic growth. The choices may be 
among the various economic sectors covered in a na- 
tional program or among the various projects within a 
sector. In any case, the development adviser’s job is 
to present choices in an orderly way, gathering cost 
data and identifying the benefits of projects so that the 
government can decide more confidently how fast to 
proceed and in what direction, given all the competing 
claims on its financial resources. 

This is all a very practical exercise, not just for the 
underdeveloped countries but for the capital-exporting 
countries as well. In debates over development as- 
sistance, there is too much emphasis, I think, on the 
quantity of aid and too little emphasis on the quality 
of the effort. For example, the questions, “How much 
aid?” and “On what terms?’’, can be answered dispas- 
sionately only if there exists the element of sound de- 
velopment programing and proper administration. This 
is the lesson, I think, of our consortia meetings on India 
and Pakistan. In each case, the background was the 
country’s development program. Without these pro- 
grams there would have been little basis for concerted 
action by the aid-giving agencies. As a matter of fact, 
without a well-conceived development program as a 
basis, I do not see how the appropriate quantity of aid 
can ever be realistically determined for any country, 
whether with a consortium or without one. 


Terms of Aid 


Now I come to the second of the two important 
problems that I earlier referred to, namely, the need for 
a greater proportion of development capital bearing 
terms comparable to those of IDA. This problem 
gives me—and indeed ought to give all of us—serious 
concern. 

If I have any criticism to make of the results of the 
India and Pakistan consortia meetings, it is that too 
much of the capital subscribed will be provided on 
terms which bear too heavily on the balance of pay- 
ments of these recipients. | do not mean to dwell on 
these cases, but they illustrate what is true not just 
of these two countries but of a growing number of 
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others as well: it is going to be harder and harder to 
keep development projects and programs moving ahead 
in an orderly fashion and at an orderly pace unless the 
aid mixture has a larger component of funds on a grant 
basis or on terms comparable with IDA’s. 

When the Organization for European Economic 
Cooperation (OEEC) looked at the flow of official— 
not private—capital to the underdeveloped countries 
for the years 1956-59, it found that more than half 
of this aid went in the form of outright grants. This 
seems a very creditable record, and it was in its time. 
But there are now signs that the ratio between con- 
ventional credit and what one might call unconventional 
credit is already changing—and, from my point of 
view, changing very much for the worse. During the 
period studied by OEEC, more than nine tenths of the 
aid extended on other than “hard” or conventional 
terms came from the United States and France. Other 
countries, during this period and since, have become 
substantial lenders to the underdeveloped world, but 
they have not yet brought themselves, to the extent 
that existing circumstances require, to extend their aid 
otherwise than on conventional terms. 

Furthermore, when one looks at the outstanding 
“hard” debt of individual underdeveloped countries, 
one sees in most cases a rapid increase and, in too 
many cases, a persistent tendency for debt repayments 
to pile up in the early years. Taking some examples 
from Latin America, we find that there is one country 
where at the end of 1953 only 24 per cent of its out- 
standing debt was repayable in the next five years, 
while at the end of 1959, 56 per cent was repayable in 
the next five years. In another country, the ratio went 
up from 16 per cent at the end of 1953 to 50 per cent 
at the end of 1960. There is a similar trend in Asia 
and elsewhere. In one case, the ratio went up from 
only 8 per cent at the end of 1953 to 33 per cent at 
the end of 1959; in another, from 28 per cent at the 
end of 1952 to 50 per cent at the end of 1960. 

To me these figures are warnings of possible financial 
reefs ahead. I do not have to explain to this audience 
how the machinery of economic development could 
be overloaded with foreign debt until it sputtered to a 
halt amid half-built projects and mountains of dis- 
carded plans. I expect, indeed, that there are some in 
this audience who can point to projects in their own 
countries which are at this very time suspended in mid- 
air, so to speak, for this very reason. Maybe it is a 
half-finished highway or maybe a hospital that has 
been built but not equipped. This kind of disruption 
kills peoples’ hope in orderly economic progress and, 
if it persists, can lead to serious disillusionment. 

Superficially, it would be nice if we could devise 
some reliable index of creditworthiness which would 
tell us in every country and with complete assurance 
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when we were headed into financial trouble. But, as I 
have said, there is no such index. Of course, there is 
the possibility that, when debts fall due, defaults will 
be forestalled by voluntary action on the part of 
creditors to extend the period of repayment. But this 
would only magnify the accumulation of interest pay- 
ments, which by themselves have in many cases already 
attained a formidable size. Surely our objectives de- 
mand that we minimize this kind of financial uncer- 
tainty and avoid the risk of disrupting the march of 
development through financial defaults. 

The safe and sane way to minimize these dangers is 
to maximize the amount of official capital which is sup- 
plied at very long term with only a token interest 
burden. I sincerely hope that in the months ahead 
lending countries will make every effort to reverse the 
trends I have cited by increasing the share of capital 
that goes to the underdeveloped countries on terms 
that are properly geared to their requirements. 

It may be that some of our capital-exporting member 
countries interested in further development in the un- 
derdeveloped world may find it difficult to administer 
aid on nonconventional terms through their own bi- 
lateral programs. To them I would say that IDA’s 
charter allows us to accept supplementary contributions 
from them at any time. Indeed, more generally, I 
think it is none too early for member governments to 
turn their minds toward the possibility of handling a 
greater share of the common burden in this way. 

It has been a source of great encouragement to me 
to see the increasing practical interest in the develop- 
ment of the underdeveloped countries on the part of 
the nations of the Atlantic Community and Japan. This 
interest is being sustained in the face of urgent claims 
on the resources of these nations, and in some cases 
in the face of economic and financial vicissitudes which 
call for a close examination by them of their over-all 
commitments. But there are few commitments I can 
think of which should take precedence over a commit- 
ment to support the growing momentum of develop- 
ment in the underdeveloped world. So let us be espe- 
cially diligent that the resources we look for in the 
name of development assistance are asked in support 
of programs and projects which will, in fact, produce 
the results that all of us are seeking. Once we have 
this assurance, and we are having it in increasing 
measure, then let us be steadfast in our support, and 
generous in our appraisal of the need. For how else 
can we preserve hope in the future except by trying, and 
keeping on trying, to make common cause with the 
peoples of the underdeveloped world, in helping them 
to rise from the depths of the poverty which for so 
long has been their lot. 


September 19, 1961 
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